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Ula K. Motekat, CPA, DBA
Drexel University
Philadelphia, Pennsylvania
Performance Evaluation In The
German Democratic Republic
Government, Not Management, Makes The 
Decisions Based On Profitability And Key 
Numbers.
In the German Democratic Repub­
lic, as in the other socialist republics 
of eastern Europe, production deci­
sions are not made by manufactur­
ing firms, but at the upper levels of 
the national government. The reason 
is that the economies of these coun­
tries are centrally planned.
In a planned economy the major 
policy decisions, such as a shift in 
emphasis from industrial to con­
sumer goods or a change in prices, 
are made by the very top government 
leaders. These decisions are then 
sent to a planning staff which is 
usually housed in a cabinet-level 
Central Planning Department. The 
planners translate the decisions into 
plans, initially for each segment of 
the economy, but finally for each en­
terprise within the country. While 
drawing up these detailed plans they 
must of course, make sure that all 
the plans are mutually compatible. 
For instance, when the production of 
private cars is to be increased, cor­
responding increases must be plan­
ned for all the parts and supplied, as 
well as the energy, needed for 
manufacturing the additional auto­
mobiles.
In addition to the production deci­
sions the central government also 
makes all the decisions regarding 
wages and prices. In general, politi­
cal considerations play a larger role 
in setting prices than do costs. 
Bread, potatoes, and other basic 
foods, for instance, are deliberately 
low-priced even if that means price 
subsidies, whereas such luxuries as 
coffee and bananas are kept expen­
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sive. Prices are also used to affect 
consumer spending. For example, if 
the government wants to encourage 
the purchase of TV sets, it will lower 
their prices, and when it wants to dis­
courage the purchase of washing 
machines it will raise their prices.
It is evident that the smooth func­
tioning of the economy and maybe 
even the political stability of the 
country depend on the economic 
plan. First of all, the plan must meet 
the most important needs and expec­
tations of the people; secondly, it 
must be attainable; and finally, it 
must be attained.
To make sure that the overall plan 
is fulfilled, each enterprise is given 
its own plan. A manufacturing firm’s 
production plan, for instance, will 
detail the items to be produced and 
the quantities in which they are to be 
produced. For each item the firm is 
also given a blueprint listing not only 
the kinds and numbers of parts con­
tained in the item, but also the kind 
and amount of labor required for its 
production.
After a firm has been given its 
plan, its performance must be 
monitored and evaluated. It is ob­
vious that the traditional financial 
statements are of little use in this 
situation, since neither the balance 
sheet nor the income statement will 
show whether the firm has attained 
its goals. The East German planners 
therefore had to find other statistical 
methods to measure performance.
Statistical Measures
The wealth of statistical measures 
used by East German planners and 
their importance are explained by 
the authors of an advanced account­
ing textbook published in the Ger­
man Democratic Republic as 
follows:
To express success and prob­
lems in numbers has become 
generally acceptable in our 
socialist society. With the aid of 
numbers processes and events 
are made concrete: they 
become visible and compar­
able. That is especially true in 
the field of economics. The 
growth of our economic suc­
cesses shows itself in such 
numbers as the volume of pro­
duction, the reduction in costs, 
the per capita consumption of 
important food stuffs and in­
dustrial goods, in the develop­
ment of the government budget 
and in many other key numbers 
of special significance. Also 
expressed in numbers are other 
areas of society’s life, from the 
cultural pursuits of small 
groups via the development 
and utilization of different 
educational institutions to the 
physical and social welfare.
Numbers are used to report single 
events in manufacturing firms and 
other institutions of the national 
economy as well as to group events 
by categories and finally to evaluate 
them for various purposes.1
For the evaluation of each en­
terprise the responsible governmen­
tal department or economic associ­
ation develops a schedule of key 
numbers. A sample of such a 
schedule in abbreviated form2 is 
shown in Table 1.
Each schedule of key numbers 
must meet the following three cri­
teria:
1. All the numbers necessary to 
depict the complete economic cycle 
of the enterprise must be included 
and arranged in a systematic 
fashion.
2. The key numbers must be com­
puted using the definitions and 
methods prescribed by the Govern­
ment’s Central Administration for 
Statistics.
3. Guidelines for the evaluation of 
the schedules must include the fre­
quency and method of reporting as 
well as the goals set for key num­
bers.3
The schedule of key numbers in
Table 1
Sample Schedule of Key Numbers 
For A Socialist Manufacturing Enterprise
1. Profitability
1.1 Enterprise income
1.2 Deviations from enterprise income by factors (may be sub-divided)
1.3 Production fund tax
1.4 Net income
1.5 Cost index a - b x 100
1.6 Profitability index a-bx 100
1.7 Profitability index for funds e + fx 100
where a = total costs of realized production of manufactured goods
b = expenses financed by special funds
c = total proceeds from realized production of manufactured goods
d = net income 
e = total basic funds 
f = total circulating funds
2. Production and capacity
2.1 Production of goods
2.2 Production per calendar day
2.3 Fund indices
2.4 Capacity utilization
2.5 Achievement of planned product mix (high quality production)
2.6 Coefficient of quality of production total production
3. Proceeds
3.1 Proceeds from realized production of manufactured goods at government determined prices
3.2 Backorders
3.3 Proceeds from export of goods
3.4 Export back orders export proceeds
3.5 Coefficient of hard currency total proceeds
3.6 Relationship of manufactured goods sold to manufactured goods produced
4. Inventories and financing
4.1 Inventories above planned inventories
4.2 Inventories below planned inventories
4.3 Planned inventories
4.4 Loans
4.5 Loans exceeding planned loans
4.6 Marketing expenses
5. Labor, productivity, and wages
5.1 Total labor force
5.2 Manufacturing labor force
5.3 Total hours worked — manufacturing labor force
5.4 Total wages
5.5 Average wage of total labor force
5.6 Labor productivity for the manufacturing labor force
5.7 Labor productivity for the total labor force
5.8 Relationship of increases in labor productivity to average wages for the total labor force
6. Science and technology
6.1 Research and development
6.2 Investments
6.3 Basic funds




7.3 Cultural and social fund
7.4 Fund for science and technology
7.5 Investment fund
7.6 Repair fund
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Table 1 can be expanded and sub­
divided, virtually ad infinitum. 
Category 2.4, capacity utilization, for 
instance, can be expressed as max­
imum, optimal, planned, and actual 
or subdivided by production depart­
ments; and deviations from invento­
ries in categories 4.1 and 4.2 can be 
shown for some or all products 
manufactured.
Of the key numbers, the prof­
itability index appears to be the most 
important. It is used for analyses 
where an American accountant 
would use net income, to determine 
the profitability by departments and 
to plan manufacturing mix.4
It should be noted that the prof­
itability index expresses income as a 
percentage of total costs, rather than 
as a percentage of total sales. In a 
planned economy where all prices 
are determined by the government, 
frequently on the basis of political 
considerations as stated before, 
using total costs to measure prof­
itability might make more sense. 
After all, an enterprise cannot in­
crease its income by increasing its 
prices, only by decreasing its costs. 
On the other hand, it must be admit­
ted that the profitability index hides 
the income realized by the govern­
ment better than does the rate of 
return on sales.
Since the key numbers are used 
for performance evaluation, it is 
understandable that people will want 
to manipulate them. This can easily 
be done with the profitability index 
by producing lower quality merchan­
dise at lower costs. It can also be 
done by manipulating production 
while keeping an eye on key number 
2.5, achievement of the planned 
product mix. For instance, if one 
goal of a firm manufacturing fur­
niture is expressed as the number of 
tables produced, the firm can exceed 
its goal without increasing its wood 
consumption by switching from din­
ing room tables to coffee and end 
tables.
These tendencies are recognized 
in the German Democratic Republic, 
as the following quotation from a re­
port of the Central Committee of the 
Socialist Unity Party (the East Ger­
man Communist Party) shows:
It is necessary to approach the 
evaluation of planned key num­
bers in a communist kind and 
way and to determine exactly 
what the real reasons are for 
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achievement or non-achieve­
ment of plans. The party 
organization and the responsi­
ble organs of the government 
and the economy should exer­
cise stricter control over the 
methods in which production 
plans are achieved. Wherever 
plans are fulfilled through the 
production of goods which are 
not the kind or quality of 
merchandise demanded by the 
consumers, the appropriate 
conclusions should be drawn 
for the evaluation of the per­
formance and measures for 
change should be initiated. 
These are not any more just 
questions of the formation of 
key numbers and accounting 




The threat implicit in the last sen­
tence of the above quotation shows 
the weight given to the attainment of 
the national economic plan by the 
leaders of the Communist Party. 
Since the overall plan can only be 
achieved if each firm fulfills its plan, 
the evaluation of each firm’s per­
formance is of crucial importance. 
Whether or not the schedule of key 
numbers is an adequate tool for this 
purpose is difficult to determine for 
an outsider, since the textbooks are 
understandably reluctant to discuss 
specific shortcomings for fear of giv­
ing East German managers new 
ideas. However, the Central Com­
mittee’s report quoted above indi­
cates that serious problems exist.
Of special interest to an American 
accountant is probably the fact that 
the profitability index plays such a 
prominent role among the key num­
bers. It shows that socialist econo­
mists realize that income is not just a 
capitalistic aberration, but a neces­
sary evil — even in a planned 
economy.
Notes
1Guenther Geissler, Gerhard Heske, Klaus 
Neumann, and Gerhard Reinecke, 
Rechnungsfuehrung und Statistik im 
Sozialismus (Berlin: Verlag Die Wirtschaft, 
1977), p. 13.
2Guenther Geissler, Gerhard Reinecke, and 
Karl Schaffranka, Rechnungsfuehrung und 
Statistik — Industrie (Berlin: Verlag Die 
Wirtschaft, 1976), pp. 226-227.
3Ibid, p. 225.
4lbid, pp. 230-234.
5Geissler, Heske, et al, op. cit., p. 66.
Staff Turnover —
Continued from page 17
This leads to the conclusion that 
dissatisfaction with their positions 
continues to exist for advanced 
seniors. One may speculate that 
those who stayed for three or four 
years have decided to make a career 
with the firm and are thwarted in 
their desire to be promoted to man­
ager. Inability to obtain a promotion 
may be related to the individual’s po­
tential performance as a manager. If 
this assumption is true, the A ratings 
of individuals who were judged to 
have excellent long-term prospects 
casts some doubt on the sincerity of 
the evaluation system or the ability 
of the evaluators to communicate 
convincingly with staff about their 
potential with the firm.
Notes
1It is somewhat surprising that a person 
with a B rating would be fired. However, this 
individual had asked for numerous transfers 
within the office and was still a junior after 
3-1/2 years of service. Statements in the per­
formance reports by both the evaluator and 
the individual indicated a tendency by this 
person to be unhappy in any work assign­
ment.
2It is unclear why the firm would want to re­
tain two individuals with D ratings even in the 
short run. Interviews with firm personnel 
revealed that occasionally, a separation will 
be recorded with the comment “additional re­
tention desirable” when perhaps “would have 
been released shortly” might have been a 
more appropriate assessment of the terminat­
ing employee’s prospects with the firm.
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